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Tax Law Basics

*Foreign persons are subject to tax on U.S. source income
eStatutory rate of tax is 30%
sEXxceptions arethrough statute or tax treaty. ONLY.

Claim for exception must be based on reliable
documentation that enables a withholding agent to
establish status of recipient beneficial owner as U.S. or
foreign
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Reliable Documentation

«Correct, complete documentation = properly
completed Form 1042-S
*\What isreliable documentation?
- Complete and signed
- Internally consistent infor mation
- Per manent residence address outside U.S.
- No other contradictory infor mation
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Taxpayer Identification

Number (TIN)

A recipient TIN isrequired for
- Claimsfor most treaty benefits
- Exemption from withholding on effectively connected income
- A Qualified Intermediary and similar recipients
- All U.S. persons
I nform your customer if a TIN isneeded!
NO TIN =NO REDUCTION OR EXEMPTION FROM

WITHHOLDING AT 30%
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New Reporting
Requirements

*New and expanded income, recipient, exemption codes

*New tablesincorporate all current statutory and treaty
tax rates

*Newly structured country code table
- Useof “OC” (Other Country) and “UC” (Unknown
Country) severely restricted
USE ONLY THESE NEW CODESAND TABLES
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New Process

*New 1042-S processing structure

*Publication 1187 containsrecord layout (format) for
magnetic/electr onic submissions

eFllerssubmit to MCC
M CC determinesif fileisproperly formatted

*Properly formatted fileisthen passed through other
programsto check for internal tax law errors
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New Process (cont’ d)
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*Files not meeting format requirements must be
resubmitted

- MCC requestsreplacement file and tracks response
M CC processing focuses on fatal format errorsonly
*Testing by MCC -- only format testing

T esting and processing by MCC no longer includes
“within record” tax law
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New Process (cont’ d)
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*Properly formatted records are passed to error
Correction process

*Records “fall out” to 1 of 3 databases
“ Good” recordspost to Master Filewith no human
Intervention

“Errored” recordsarereviewed by tax examiners using
complex validity, consistency, and math error checks
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New Process (cont’d)
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el ncome, recipient, and exemption codes, tax rate, and
country code combinations must accurately reflect tax
law with regard to the payment being made

«Complex matrix tables have been built
*Each record ischecked against all possible combinations
*Filersresubmit only errored records

Hint: You can program these checkstoo.
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Common Errors —
_ Publication 1187 |

*Specifies format, not tax law

Must providefor all possiblereporting situations
*Thisdoes not mean that “any old information” will do
*Y ou must apply thetax law to your record entry

*“ Required” field must contain data

“ Conditional” field -- you must apply the condition
assoclated with that field
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Common Errors—
. T Record )

*Error correction processrequiresthat T Record be
corrected before Q Record can be corrected

*\Withholding Agent EIN, Name, and Address must be
present

*Over 95% of all errored T Records simply had a wrong
TIN Indicator

A U.S. withholding agent hasan “EIN”, not a“ QI-EIN”"
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" Common Errors—Q
. Record /

*Thereisno Income Code “ 00"
“Blended rates’ arenot allowed
| f Exemption Code 04 isused, CC must = Treaty Country
*Recipient TIN must be generally be present
*Country of Residence for Tax Purposes
- MUST be present and CANNOT BE U.S.
- Must be consistent with permanent address provided
- Must beon the Country Code Table
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Common Errors—
_ Q Record (cont’d) |

*Recipient Code 20 (Unknown Recipient)

*Use only if your documentation does not have a recipient name and address
o|f Recipient Codeis 20, Recipient Name Line 1 must = *“ Unknown”

o|f your documentation snows a recipient name and addr ess, you must show
them on your 1042-S

| f Recipient Name and Address are present on Form 1042-S then Recipient
Code CANNOT =20

o|f, after all this, you use Recipient Code 20, your Tax Rate and tax withheld
must always = 30%

= Exemption Code 04 (treaty rate) CANNOT BE USED
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You Can’t Fool

eQverall error ratefor TY2001 = 65%
Ranged from alow of 13% to a high of 97%
Most errorswere AVOIDABLE

YOU,
RESPONS
S

UNDE

THE WITHHOLDING AGENT, ARE
BLE FOR THE TAX IF YOU KNOW, OR
HOULD HAVE KNOWN, THAT

RWITHHOLDING HAS OCCURRED
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Ask Yoursdf. . ..

*Doesthe Income Code | used reflect thetype of income | paid?
*Doesthe Recipient Code | used accurately identify therecipient’s status?
*Doesthe Exemption Code | used identify the proper tax status of the payment?

| f | used Exemption Code 04, does my documentation adequately reflect the recipient’s
right to a treaty benefit?

Havel read thetreaty correctly? ISTHERE A TREATY?
s|sthe Country Code | used correct?

*Have | properly entered Withholding Agent Infor mation?
sHave | properly entered Recipient Information?

Have |l entered TIN’swhenever necessary?

olsmy format right? Ismy math right?
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E-mail Your Tax Law Questions

From the IRS Home page ( )

Click on SiteMap
Click on Tax Law Questions
Sdect “Aliensand U.S. Citizens Living Abroad”

Or, Contact the International Call Site
215-515-2000 (phone)
215-516-2555 (fax)
Mailing address. P.O. Box 920, I nternational Section, Bensalem, PA, 19020-8518

Contact MCC for Format Questions

Toll-free - 866-455-7438
Email: mccirp@irs.gov
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